
A growing chorus of voices warn 
of recession. The United Kingdom 
may already be in one. So, what 
might happen to hospitals in the 
event of another recession like the 
“Great Recession” that began at the 
end of 2007 and whose 
effects lasted through 
2011? Analysis of prior 
experience would 
suggest that aside from 
losses on not-for-profit 
hospitals’ typically large 
investment portfolios: 
almost nothing at all.  

An in-depth analysis 
of California hospitals 
from 2006 to 2013, 
concluding just before 
the impact of the 
Affordable Care Act 
took hold, indicates 
that while commercially 
insured patient volumes 
were adversely affected, 

neither revenues nor operating 
margins were affected in the 
least. Staff were reduced, but only 
temporarily, and growth in salaries 
and wages accelerated. In fact, 
the Great Recession heralded the 

beginning of improved operating 
profitability for hospitals, which 
lasted until only recently.  

All this leads to two questions 
about the Great Recession: 
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Why were 
hospitals’        
operations 
relatively 
unaffected?

What about 
next time?

1.

2.
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The California Hospital Experience Through the “Great Recession”

California is generally representative of the national experience of the Great Recession and offers a wealth of data 
resources to analyze the recession’s impact on volumes, revenues, costs, and margins.

Volumes

The Great Recession (shown in gray) had no apparent impact on government-insured patient volumes, but it did have 
a material impact on commercially insured volumes due to sudden and lingering unemployment.

Revenues

There was virtually no impact on hospital patient service revenues or revenues per adjusted discharge.
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Net Patient Revenue per Adjusted Discharge by Payer Category

Source:  California’s Office of Statewide Health Planning and Development (“OSHPD”). Shaded area represents impact of the Great 
Recession (2007-2011).
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Costs

The pace of increasing costs per adjusted discharge did not attenuate.

Beyond the dampening of commercial patient volumes, the only discernable evidence that a recession was going on 
was a small reduction in employment by 1.6 percent in 2009, which was entirely offset the following year. Meanwhile, 
average wages and benefits per FTE increased substantially (9.1 percent) in 2009, thus negating the effect of staffing 
reductions as personnel put in more hours.

$0 

$4,000 

$8,000 

$12,000 

$16,000 

$20,000 

Total Cost per Adjusted Discharge
Salaries, Wages, and Benefits per Adjusted Discharge

2013201220112010200920082007200620052004

Co
st

 p
er

 
Ad

ju
st

ed
 D

isc
ha

rg
e

Costs per Adjusted Discharge

Costs per unit of service, including salaries and wages, kept rising without missing a beat.
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Operating Margins

And what about the bottom line? The Great Recession heralded a period of growing profitability in hospitals’ core 
operations that has only recently begun to decline.

Source:  OSHPD. Shaded area represents impact of the Great Recession (2007-2011).
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Why Did Hospitals Weather the Great Recession So Well?

In short, there are three key reasons that hospitals, on average, were not adversely affected, outside of their 
investment portfolios, during the Great Recession.  

1. Inelasticity of Demand

Health care is a comparatively inelastic service. It is especially so if someone else is paying for it, which is reflected in 
the Great Recession’s complete lack of impact on government-paid healthcare services and a noticeable, but perhaps 
slight decline in commercial volume associated with increased unemployment.

2. Cost Shifting

Hospitals were able to make up for flat-to-lower commercial volumes and government rate inflation below cost 
inflation by increasing commercial rates, which led to an imperceptible change in overall revenue trajectory, whether 
measured in total or per unit of service. For example, cost shifting per commercial adjusted admission doubled over 
the course of the Great Recession, rising from a subsidy of $4,000 per adjusted discharge in 2007 to $8,000 in 2011.
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3. Revenue Cycle

Just prior to and during this period, all-payer case mix indices for all California hospitals increased substantially, 
aided by increasingly aggressive revenue cycle initiatives. This resulted in approximately 15 percent higher average 
reimbursement per admission over the course of the Great Recession.
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What About Next Time?

Will hospitals remain unaffected during the next recession? If not, how hard might hospitals be hit? The answers to 
these questions hinge on three critical subquestions:

1. Will hospitals be able to shift costs as much as they had been able to previously?

2. Will hospitals be able to continue to increase case mix index through aggressive  
       revenue cycle initiatives, or has saturation been reached?

3. Will hospitals be able to manage costs with unprecedented effectiveness?
The answer is speculative, but we believe the next recession will hit hospitals significantly harder than at any time 
before. We base this view on three key factors:

1. Health plan consolidation has made it more difficult for hospitals to negotiate  
       commercial rate increases necessary to offset financial losses on growing  
       government-insured volume. This is starting to show up as margin compression.

2. There is anecdotal evidence emerging that a hospital’s ability to extract rate  
       increases through more efficient revenue cycle activities may be coming to an end  
       as remaining opportunities shrink. This is beginning to show up as flattening  
       revenue per unit of service.

3. There is little—if any—evidence that hospitals, overall, have ever been successful  
       at achieving lasting cost reductions or suppressing growth in delivery costs  
       even to inflationary levels. This is historically demonstrable.

Because of this, we believe that hospitals should begin to rethink their fundamental business model or risk being 
forced to do so on the fly. Fortunately, many hospitals have the financial resources to think creatively and execute 
effectively—if there is the need and the will.

About the Author

Richard Rollo is a Managing Director for Hammond Hanlon Camp LLC, where he is a leader for 
the firm’s Healthcare Strategic Advisory and Mergers & Acquisitions (“M&A”) teams. Richard 
has more than 25 years of experience as a senior executive leading corporate finance, strategy, 
planning, M&A, and development functions in health care, energy, and financial services. 
Contact Richard at rrollo@h2c.com.
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About Hammond Hanlon Camp LLC

HAMMOND HANLON CAMP LLC (“H2C”) is an independent strategic 
advisory and investment banking firm with a primary focus on healthcare 
services companies and related organizations. Our commitment to exceed 
our clients’ expectations begins with senior leadership on every engagement 
and continues with independent and objective advice. Our belief in the 
markets and in the power of competition has resulted in loyal clients and 
long-term relationships.  

The experienced professionals at H2C are well positioned to serve 
as trusted advisors to healthcare providers. We have the expertise to 
understand the unique complexities of the healthcare industry and an 
in-depth knowledge of the range of potential alternatives essential to 
designing and implementing highly successful business strategies. We bring 
in-depth knowledge and experience across the full continuum of  
care and cross those businesses that support healthcare providers.

H2C offers services in the following areas:

 � Strategic capital planning and management
 � Financial advisory on capital markets, private placements, and 

hedging transactions
 � Strategic options assessments and strategic growth assessments
 � Mergers, acquisitions, partnerships, joint ventures, and divestitures
 � Real estate
 � Bankruptcy and restructuring

Contact H2C

With offices in New York, Atlanta, Chicago and San Diego, the professionals 
at H2C are committed to providing superior strategic and financial advice 
as a trusted advisor to the healthcare community. If you would like to know 
more about any information in this report, or wish to better understand how 
H2C’s healthcare advisory services can benefit your organization or project, 
please contact inquiries@h2c.com or visit our website at h2c.com.

H2C Offices

NEW YORK

623 Fifth Avenue, 29th Floor 
New York, NY 10022 
212 257 4500

CHICAGO

311 S. Wacker Drive, Suite 5425 
Chicago, IL 60606 
312 508 4200

ATLANTA

3333 Piedmont Road, Suite 725 
Atlanta, GA 30305 
402 937 1350

SAN DIEGO

4655 Executive Drive, Suite 280 
San Diego, CA 92121 
858 242 4800

 
Hammond Hanlon Camp LLC offers securities through its wholly-owned subsidiary, H2C Securities Inc., a member of the Financial 
Industry Regulatory Authority (FINRA) and the Securities Investors Protection Corporation (SIPC) and registered with the Securities 
and Exchange Commission (SEC), the Municipal Securities Rulemaking Board (MSRB) and the National Futures Association (NFA).

mailto:inquires%40h2c.com?subject=Question/Comment%20Re%3A%20H2C%20Laboratory%20Services%20Report%20%E2%80%A2%202015%20Edition

